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Value of Unannounced Examinations 
TH E morning papers recently displayed on the front pages an account of a 
bank clerk who had in a brief space of time 
stolen over $100,000 of the bank's funds. 
His job was to keep the depositors' ledger 
and charge against the individual credit 
balances checks which came back from the 
Clearing House after having been issued 
by the depositors. 
His scheme of perpetrating the theft was 
to open accounts under fictitious names in 
other banks; issue forged checks against 
depositors' accounts in his own bank; 
deposit the checks in the fictitious-name 
accounts in the other banks; and when the 
checks came back through the Clearing 
House, his bank having been charged, 
tear them up. The money was then drawn 
out of the fictitious-name accounts. The 
total of his individual ledger trial balance 
was reduced by him in the amount of the 
forged checks whenever he had occasion to 
report his balance to the general ledger 
bookkeeper. It thus appeared to be in 
agreement with the control. And every-
thing apparently was well. 
But one morning the young man failed 
to appear. Some of the forged checks 
came back and were detected as forgeries. 
The shortage was discovered. But it 
might have gone on for some time if illness 
or fear, or whatever it was that overtook 
the bank clerk, had not kept him away 
from his desk. Had he known of a forth-
coming examination, with sufficient time he 
might have so adjusted his individual depos-
itors' accounts that they would have pro-
duced a trial balance in perfect agreement. 
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As the case was reported in public print 
there was no tampering with the individual 
accounts. The total only was adjusted. 
Hence an independent trial balance of the 
individual accounts would have disclosed 
the discrepancy immediately. It is un-
likely that even had the bank clerk volun-
teered to render assistance to the exam-
iners in taking off the trial balance, as 
sometimes happens, he could have called 
the false balances with sufficient prompt-
ness and accuracy to escape suspicion. 
There is a remote possibility that he could 
have manipulated an adding machine 
total had he been registering the balances. 
If he had been permitted to render such 
assistance the examiner would have been 
negligent had he not checked the balances 
back to the ledger. 
In another case of irregularity, probably 
as ingenious as has been devised, a shortage 
in the cash in hand was covered tempo-
rarily by including in the cash for the 
auditor's anticipated visit and count a 
check drawn on a bank account opened 
under a fictitious name to the order of a 
bona fide customer with the customer's 
endorsement forged. 
In other words, the cashier being short 
in his office cash, made preparation for 
concealment by opening an account under 
a fictitious name, depositing therein the 
minimum amount required. He then in-
troduced into his office fund a check on the 
fictitious-name account in the exact 
amount of his shortage. The cash was 
counted, cash checks therein were vouch-
ered for reimbursement and went on into 
the company's bank account. After the 
cash in hand was released to the cashier, 
he turned over to a confederate, out of his 
cash fund, a sufficient amount to deposit 
in the bank where the fictitious-name 
account was kept and thus met the check 
when it arrived for charge against the 
account. 
The method of discovering this clever 
scheme and the shortage which it was 
designed to protect was an unannounced 
visit of the auditors by arrangement with 
a higher official. The sudden appearance 
of the auditors and the immediate count 
of his cash gave the cashier no opportunity 
to arrange matters and disclosure of the 
shortage followed. 
There has been some tendency on the 
part of business concerns retaining public 
accountants to circumscribe their work and 
cause them to subordinate effective 
methods to convenience or the feelings of 
employes. Al l of which is entirely within 
the privilege of the client. But it is doubt-
ful if he realizes the dangers of so doing. 
Cash and securities counted and bank 
accounts reconciled when such procedure 
is anticipated might almost as well be left 
undone so far as discovering irregularities 
is concerned. A cashier having charge of 
the bank accounts and expecting the 
auditors for a balance sheet audit success-
fully covered a shortage by kiting checks. 
A hotel clerk whose cash was counted 
regularly at the end of each month covered 
a shortage for months by altering guests 
accounts. 
There is but one method of uncovering 
shortages which holds unqualified promise 
of success, namely, unannounced examina-
tions. Cash should be counted and bank 
accounts reconciled at the same time, 
even if the adoption of this procedure calls 
for a balancing of the bank accounts at 
some time other than the end of a month. 
If the custodian of funds also has the 
custody of securities they should be put 
under control at the same time and 
counted as soon as possible, maintaining 
control of all the fund factors until the 
entire work is completed. 
Checks in the cash as a part thereof, 
whether the fund is open or imprest, should 
be followed into the bank and provision 
made against the return of such checks as 
are not bona fide. Proper explanation to 
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the client of the importance of such 
measures usually brings the necessary 
approval and co-operation. 
Audit procedure, especially with respect 
to funds, must needs be left to the judg-
ment of the accountant. The client as a 
rule is quick, when it is explained to him, 
to see the wisdom of this course and to 
realize that an auditor who is free and 
untrammeled in his methods has a greater 
opportunity of rendering effective service. 
Since the service is in behalf of the client 
whatever benefit accrues from the unre-
stricted exercise of the auditor's ability 
accrues to the client. Again, proper ex-
planation of the necessity of this course 
and proper arrangement with the client 
usually result in hearty co-operation. 
